Franchise Tax Board SUMMARY ANALYSIS OF AMENDED BILL

Author: Cal der on Analyst: d oria MConnel | Bill Number: AB 780
See
Related Bills: _Pri or Anal ysis Telephone: 845- 4336 Amended Date: 08/17/1999
Attorney:  Patri ck Kusi ak Sponsor:

SUBJECT: Public Entities Report to EDD Nanes and SSA of Contractors

DEPARTMENT TECHNICAL AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of hill
X as amended 5/6/1999.

AMENDMENTS IMPACT REVENUE. A new revenue estimate is provided.

AMENDMENTSDID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of hill as
introduced/amended

FURTHER AMENDMENTS NECESSARY .

DEPARTMENT POSITION CHANGED TO
X REMAINDER OF PREVIOUS ANALYSISOF BILL ASAMENDED 5/6/1999 STILL APPLIES.
X OTHER - See comments below.

SUMVARY OF BILL

The bill would require public entities and contractors or subcontractors of
public entities to report the followi ng information to Enpl oynent Devel opnent
Departnent (EDD) for inclusion in its new enployee registry (NER), unless

ot herwi se reported to EDD under other |aws.

1. Each public entity that nakes state |oans or grants would report the
reci pient’s nane, address, social security nunmber (SSN) and the nane of the
reci pient’s enpl oyer;

2. Each public entity, including the Franchise Tax Board (FTB), would report the
name and SSN of each individual (sole proprietor) who contracts with the
entity, unless otherwi se reported to EDD under current law. 1In the event the
contractor is a corporation or partnership, the name and SSN of the
“responsi bl e managi ng person” woul d be reported; and

3. Each contractor or subcontractor who contracts with the state would report the
name and SSN of each enpl oyee who will performwork on the state contract,
unl ess otherwi se reported to EDD under current |aw.

The bill describes the formand manner for reporting to EDD and provides the
period during which the reported informati on woul d be retained by EDD.

SUMVARY OF AMENDMENT

Thi s anmendnment nmakes techni cal changes, which were identified in FTB s previous
anal ysis, relating to the above item 3. This summary anal ysis, however,
reiterates the Inplenentation Considerations and Fiscal Inpact identified in

FTB' s previous analysis of the bill, as they continue to apply.
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| npl enent ati on Consi derati ons

This bill would affect FTB as:

1. Acontracting state agency. Under Sec. 4 of this bill, FTB would be
required to report the nanmes and SSN of each sole proprietor (independent
contractor), or the “responsi bl e nmanagi ng person” of a corporation or
partnership with which the agency contracts (Section 3303 of the Public
Contact Code). Gven that FTB' s contracts woul d not be executed in mass on
a given day, this analysis assunes it would report to EDD by paper docunent.
The follow ng inplenmentation considerations are identified with respect to
this reporting requirenent:

This anal ysis presunes the reporting requirement is intended to apply
only to contracts executed and/ or extended or renewed on January 1, 2001,
and woul d not include those contracts already in existence on that date.
To avoi d confusion, however, this should be clarified.

The majority of FTB' s contracts are with corporations, and certain major
contracts are with partnerships. For these contractors, the bil
requires the reporting of the name and SSN of the “responsi bl e managi ng
person.” It is unclear whether all corporations and partnershi ps have a
desi gnat ed “responsi bl e nanagi ng person.”

2. A collector of delinquent child support. Staff anticipates that the
information required to be reported under SEC. 4 of this bill (Section 3303
of the Public Contract Code) could be used to issue w thholding orders to
col l ect delinquent child support owed by persons who are being reported.
However, to maxim ze the enhancenent to FTB' s child support collection
programand |imt unnecessary reporting to EDD, the foll ow ng inplenentation
consi derations are identified:

The bill would require every public entity nmaking a state | oan or grant
to report the recipient’s SSN and the nane of the recipient’s enpl oyer.
The purpose for the reporting is unclear. |If the recipient of the

| oan/ grant were an enpl oyee, this enpl oyee/ enpl oyer information woul d
have al ready been reported under the current NER requirenents. It is
al so uncl ear whether the intent is to make the grant or | oan anount
subject to collection for the delinquent child support and whether, if
that is the intent, it would constitute a default of the loan or grant if
the paynent were intercepted through a w thholding order for child
support rather than being used for the purpose for which the | oan was
intended (i.e., small business | oan, educational financial aid).

The bill should require the entity or contractor to report, and EDD to
retain, the nane and address where a withhol ding order could be issued,
if other than the nane and address of the reporting entity. For

exanpl e, the contract may be executed and reported by XXX Agency at its
headquarters office address, but payable by the Treasurer, Controller or
at a branch address. To be nost effective, FTB s wthhol ding order
shoul d be issued to the “payabl e” address.
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In addition, FTB would need to know if the reported information pertains
to an enpl oyee, contractor, responsible managi ng person or | oan/grant
recipient to determne the type of withholding order it should issue, if
any. For instance, FTB would issue a child support earnings w thhol ding
order for enployees and sole proprietor contractors who are obligors, but
woul d not want to issue one against the responsible managi ng person or

| oan/ grant recipient unless, of course, they were obligors otherw se
reported as enpl oyees.

For FTB to attach paynents nmade to subcontractors who are sole
proprietors, FTB presunes the contractors required to report the
information to EDD al so would report and EDD woul d capture on its data
base the nanme and address of the reporting entity. To codify this
assunption, the bill should be anmended to require that contractors report
their own nanes and addresses and the nanmes and SSNs of their
subcontractors who are sole proprietors.

FI SCAL | MPACT

Depart nental Costs

Currently, EDD charges FTB for its use of the NER for child support
purposes. To inplement this bill, it is uncertain whether EDD would create
a registry for this contractor information in addition to the NER or would
i ncorporate the contractor information into the NER  However, prelimnary
di scussion with EDD indi cates that an additional registry would be created
to administer this bill. |If EDD were to charge FTB to use the contractor
regi stry an amount conparable to the amobunt charged to use the NER
informati on, FTB' s departnental costs would increase in the $6,000 to

$10, 000 range. That cost would be included in the child support collection
progranm s annual budget, of which 66%is paid through federal reinbursenent
and 34% from the General Fund.

FTB staff anticipates that the other follow ng costs associated with the
bill would be accombdated within FTB s existing budget: (1) reporting of
contract information requirenents to EDD, (2) processing of any wi thhol di ng
orders that may be received by the departnent as a result of the matching of
data between FTB and EDD, and (3) processing of paynents received as a
result of the withholding orders issued to the reporting state agency.

Col | ection Estimate

Based on the results of the FTB's current child support collection program
informati on fromthe DSS, and avail able information from 1099 non-enpl oyee
compensation reporting under current |law, the additional information
reporting required by public entities under Section 4 of this bill would
accel erate or provide additional collections of delinquent child support on
t he order of $500, 000 annually.

Thi s anal ysis assunes the reported information woul d be captured by EDD and
avai lable to FTB in a form and manner that FTB can use, as di scussed under

i npl enent ati on considerations. This analysis does not consider the possible
changes in enploynent, personal income, or gross state product that could
result fromthis bill.



